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Abstract
Microfinance has over three decades of experience serving the needs of the poor on earth.
Unfortunately, academia and the secular world are divided on its effectiveness to lift the
impoverished from the bottom of the economic pyramid. India is the focus of this paper, but
measures of microfinance success are essentially universal. This paper examines the metrics
used to evaluate programs and their benefit to India's poor. Current estimates find 2.8 billion
people survive on less than $2 per day. Subsistence living impacts nutrition, shelter, sanitation,
transportation and access to healthcare and education. India's caste system creates
discrimination and overpopulation causes high unemployment. Women's rights and
empowerment become major issues in the developing world, as well as the status of
orphans.

The literature review covers case studies, outcomes, and best practices that have evolved to
help the under-privileged. Can government and non-government organizations stimulate the
economy of the poor? Will teaching job, life and entrepreneurial skills elevate standards of
living? Ultimately, it is the poor who must lift themselves from poverty with incentives,
education and motivation.
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CHAPTER I
INTRODUCTION

Symptoms of Poverty in India
To understand the influence microfinance has made upon specific social classes, it is
necessary to understand poverty in India. Poverty is often described as a lack of what is
necessary for material and physical well-being. Food is the primary want, but shelter, land and
lack of other daily resources are contributing factors. The absence of basic infrastructure such
as roads in rural areas and modes of transportation limit access to markets. Water for personal
consumption creates health issues as well as irrigation concerns for crops that depend on
monsoon rains for maturity. Illness causes productivity loss and health care's high cost and lack
of availability in remote locations compound poverty's effect. literacy rates are low as many
children need to work to support their family and state sponsored schools vary in quality.

Another symptom of poverty that needs to be recognized is a lack of political voice in
government even though the poor represent the largest voting group in India. The remote
rural location of the poor prevents their voices from being heard. Political corruption exists at
every level of national and state government. The caste system has produced the
"untouchables" which represents close to half India's 1.252 billion people (World Bank, US
Census Bureau). In the caste system, a family's occupation and place in the social hierarchy
remain firmly defined generation after generation. This group of poor is the constant victim of
many forms of discrimination by higher castes, but this is mitigated to some extent by a strong
sense of family and cohesive villages. In many families, both spouses work as their children,
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because total family labor is needed to purchase daily needs. Families care for their elderly as
well as widows and orphans. The poor are typically from all faiths and there is little synergy
between religious groups.

India's economy has experienced rapid growth and contraction like many developing
economies. As India's industrial economy evolves, labor moves from farm to city. The poor
follow the trend but perform work subject to low wages and long hours, as well as caste
difficult and unsafe working conditions. Facing discrimination and lacking an active voice,
India' s poor live in slums and makeshift housing with unsanitary conditions. Employment is
cyclical and unemployment very high in some states. The rupee is the national currency and
subject to significant fluctuations which ripples back to agrarian life in villages and drives basic
food higher. Crop and livestock diseases also have dramatic impacts on the cost of basic needs.
In summation, the poor suffer from caste discrimination, lack of infrastructure, overpopulation,
environmental issues, poor political representation, affordable health care, inadequate
education and financial resources. The Indian government has failed to deliver consistent
economic aid. These circumstances have led to the introduction of microfinance.

The History of Microfinance in India

The oldest profession maybe "loan sharking'' as evidenced by small loans made to the poor
during the Koutllya era in the fourth century B. C. (Talagiri, 2000). The poor have been the
victims of usurious practices for centuries. Attempts have been made to change these
behaviors such as the Catholic Church founding pawn shops in the 15th century to help the poor
avoid unscrupulous lenders. In spite of efforts, moneylenders of the day continued to charge
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exorbitant rates and used debt to impoverish people and even create situations leading to
bonded labor (Torri, 2009).

Gender inequality has pervaded India from its inception. Mahatma Gandhi {1983) was
appalled by high rates of poverty and the marginalization of the work sectors in India.
Following his return from South Africa, he traveled his homeland to see firsthand the conditions
imposed by the British Raj. He developed a respect for gender equality which was incorporated
in the drive for independence in 1947. He practiced the principles of ahimsa (nonviolence),
sarvadaya (self-help), and satyagraha (truth and fairness) (Gandhi, 1983). These principles
have been followed by many non-government organizations (NGO's) in India.

The government of India interceded in 1904 with the Co-operative Societies Act to help the
agricultural economy receive bank loans in rural areas. This evolved into Regional Rural Banks
by late 1975 in an effort to reach marginalized peoples whose needs were still not met. In the
1980's, the government set up the Integrated Rural Development Program which provided
government subsidized loans through banks to aid the poor. By the early 1990's, more than
100,000 regional banks existed throughout India to facilitate lending. Subsequent studies have
found that banks pandered more to people with money than those without (World Bank, 2003).

Microfinance in India Today

Microfinance has grown from purely making loans to the poor and now includes added
products such as savings vehicles, insurance, mortgages and retirement plans. The target group
of beneficiaries is the 2.8 billion people making less than $2 dollars a day and involves a few
hundred million people. It is estimated that up to 80% of India's rural population hasn't been
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reached by banking institutions (Ghate, 2007). Factors limiting this advance are remoteness of
applicants which makes surveys and interviews difficult as well as the ability to train
participants in busin ess fundamentals and the need to travel weekly to villages to collect
interest and make new loans (Gunjan, Soumyadeep & Srijit, 2010). Borrowers request loans for
agriculture, livestock, vending (small retail), cottage industries (pottery,.basket weaving), new
age (photography, cosmetology) are some examples of microfinance needs.

Today the Indian microfinance sector uses two models; (a) the self-help model, and (b)
institutional model (Srinivasan, 2010). The self-help group bank linkage model which comprises
a group of less than twenty members in a village. Approximately 70% of India's population lives
in villages, of which there are around 627,000. Weekly meetings occur to make new loans,
provide training, process new applications, and collect interest and deposits for group saving
plans. A leader facilitates the group and collective decisions are made with respect to credit
worthiness, loan defaults, and monitoring existing loans. These groups usually involve nongovernment organizations or Indian government involvement in their establishment. This
model has reached 59.6 million borrowers (Srinivasan, 2009).

Indian NGO's are 1.2 million in number according to a report from the Voluntary Action
Network India (VANI, 2008-2009). NGO's are almost evenly split between rural and urban ·areas
of operation. About half are registered with the Indian government (VANI, 2008-2009}. The
major funding comes from individuals and corporations, with considerably smaller amounts
from government and international organizations. Paid staffing is low because volunteers are
the heart of programming. NGO's success is predicated on alternative approaches, innovative
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methods, motivated and committed leadership and volunteers, flexibility, local offices, access
to funds and female centered strategies (Razvi and Roth, 2010).

A specific example of an Indian NGO is the Self-Employed Women's Association (SEWA), was
founded in 1972 by Bhatt, a female Gujarati attorney. SEWA is an Indian word meaning service.
This organization is a trade union for self-employed women and its aim is to empower
marginalized women (Rose, 1992). The origin of this organization was due to large banks'
refusal to service poor women, therefore SEWA developed a system of microloans for the
disadvantaged. They focus on education as an approach to gender empowerment. Most
women in India are viewed as housewives even though many are primary earners in their
household. A relationship exists between caste, gender and income because most poor women
come from the lowest caste. Upper caste women refuse manual labor forcing the work on the
poor. Caste mobility is almost impossible because of birth status and taboos against mixedcaste marriages. Interestingly, Indian law prohibits this type of discrimination, but it still
permeates society.

The second model is institutional. These groups raise funds from donors, private equity and
banks to finance loan activity. These entities are smaller with about five members, but consist
of six to eight similar groups which make a center. These units are typically women participants
and the group is responsible for repayment of loans which creates accountability and
community among participant. These groups totaled 26.7 million borrowers in 2009
(Srinivasan, 2010).
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Assessing the success of microfinance in India is difficult because a national system to
identify citizens does not exist as in developed countries. This makes establishing credit
histories complicated and personal interviews are the only means to accomplish it which is
complicated by the number of remote participants. This can lead to over-lending and moral
hazard in repayment methods. Coercive lending practices can be difficult to detect and
enforce. In spite of the corruption, microfinance institutions have been able to serve previously
unreached groups with financial services. In cross-country comparison India has compared well
with other microfinance countries, such as Bangladesh, despite lower profit margins and loan
sizes (Shankar and Asher, 2010). Research does suggest that the poor successfully repay their
loans and are willing to pay for higher interest rates than found in commercial banks if
sufficient access to credit is provided (Gupta, Chawla, and Harkawat, 2012).

The Future of Microfinance in India
The majority of microfinance is targeted for the estimated 2.8 billion poor who live on less than
$2 per day. In India, microfinance debt has increased fivefold in 5 years, from $27 in 2004 to
$135 in 2009 (Gokhale, 2009). This may create a credit bubble, which cannot be repaid and
lead to increased risk and higher interest rates for most participants. The result could be more
governance and regulation which could impede the flow of funds to the targeted poor. The
answer should be to teach the poor sound banking principles and let them self govern while
encouraging savings which provide the seeds for future loans. This matches well with the selfhelp model in villages where a group is given a loan from a bank or NGO to disburse among its
members. Interestingly, it has been noted that women were more likely to repay loans than
men (Rahman, 1999), due to increased susceptibility to peer pressure to repay, less mobility
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and easier monitoring, and women tend to be considerably more conservative in their business
venture choices. Women's incentive to invest the fruits of their labor is often focused on the
education and health of their children. Therefore, women depend on subsequent loans and
prove to be better lending risks (Armendariz and Morduch, 2005).

For over three decades, microfinance has attempted to raise the net worth of participants
using micro-loans to rural entrepreneurs. Microfinance will need to secure adequate funding
either through banks, non-government organizations or private equity firms at levels that will
allow it to grow and keep operating costs low. A need will exist to recruit new clients while
maintaining a current base that is satisfied. The key to any successful business is the satisfied
customer. These organizations require adequate profits to cover bad debts while growing the
business so discretion in the loan application process is paramount. Self governing groups
intuitively would be more successful by developing their own lending standards. It is also
evident that a strong global economy with reasonable inflation rates is critical for success of
microfinance. The coalitions of borrowers can produce groups whereby political voices can be
heard.

Purpose of the Study

The purpose of this case study is to explore the effects of microfinance/microenterprise
on rural poor in India. The study seeks explanation of successful microfinance results and how
return on investment has changed poverty conditions for individuals and family units.

It is

anticipated that microfinance participants return on assets will result in improved net worth as
evidenced by savings accounts. By-products of successful microfinance will be examined to
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determine if family's quality of life has improved. Case study examination will review results
from as many Indian states as possible because of the financial diversity that exists in India. This
study will focus on research that determines the best implementation practices which has
produced measurable results and applicable metrics. The end result is to provide the writer
with a template fo r implementation of microfinance and learn from the experiences of the
pioneers of the concept.

Research Questions

1.

What are the best practices in implementing and sustaining successful microfinance
for the extremely poor in India?

2. What long term metrics can be applied to measure progress in improvement of living
standards of the poor?

Significance of the Study
The last three decades microfinance has attempted to raise the net worth of its participants by
using micro-loans to rural entrepreneurs. Today microfinance makes small loans to groups of
participants in villages for agricultural or small retail business purposes. The loans are financed
by the Indian government, banks and non-government organizations (NGO). The village groups
are self managed and function as banks with their success providing opportunities for other
entrepreneurs. Considerable research has failed to establish net worth improvement (Gupta,
Chawla & Harkawat, 2012). This has resulted in an equal divide between proponents and
opponents as to the value to the world's poor.

Delimitations of the Study
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This research is limited by available case studies in India, as opposed to available case studies
from other countries.

1. Due to the research available, this research will be limited to publisher research
documents that focus on the experiences ofthe microfinance participants themselves,
in the various Indian states where case studies were conducted in the last twenty years.

Limitations of the Study

1. _The case studies used are the products of questions and interviews designed by
different researchers using individual skills, consequently interview questions are not
standardized across studies making comparisons difficult.

Definitions of Terms

To assist the reader in gaining understanding the various concepts, the following definitions
are offered:

Case Study: "An empirical inquiry that investigates a contemporary phenomenon within its
real-life context, especially when the boundaries between phenomenon and context are not
clearly evident" (Yin, 2008).

Economic Vulnerability: The risk of exposure to potentially harmful economic events which
may result from political, natural and economic disasters.
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Empowerment: Awareness and realization of a woman's potential and capability, rights and
opportunities in various aspects of life. It also relates to their freedom, power and position in
society.

Financial Inclusion: The portion of populations that use formal and informal financial services
and how they use these systems to manage their day-to-day finances and plan for the future.

Microenterprise: Normally employs 1-4 employees in a small enterprise) and 5-19 employees
in a medium enterprise (OECD, 2006).

Microfinance: The term refers to the provision of financial services to low income clients,
including the self-employed. Financial services generally include savings and credit: however,
some microfinance organizations also provide insurance and payment services. Social aspects
include group formation, development of self-confidence, and training in financial literacy and
management (Ledgerwood, 1999).

Microfinance Institution: "A company which provides financial services predominately to lowincome borrowers with loans of small amounts, for short-term, on unsecured basis, mainly for
income-generating activities, with repayment schedules which are more frequent than those
normally stipulated by commercial banks" (Ma legam, 2011).

Non-Government Organization: Included are many groups and institutions that are
independent of government and have humanitarian rather than commercial objectives. They
can be charitable or religious associations that use private funds for development, family
services or the promotion of community and cooperatives (World Bank, 1990).
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Poverty: Absolute poverty measures poverty in relation to the amount of money necessary to
meet basic needs such as food, clothing and shelter. Relative poverty considers economic
status compared to members of society and their relationship to prevailing standards of living.
The international standard of extreme poverty is set to the possession of less than $1 a day
(Smelser and Baltes, 2001).

Social Capital: "Features of social organization, such as trust, norms and networks that can
improve the efficiency of society by facilitating coordinated actions" (Putnam et al, 1993).

Untouchables: The word refers to the cultural practice of avoidance of contact by other castes
resulting in discrimination by other castes. It is compared to living at the bottom of a hierarchy
resulting in low occupations and being considered unclean. Caste is inherited by children and
mobility is extremely difficult (Anant, 1975).
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Chapter 2

Literature Review

For the benefit of the reader, I offer this explanation for choosing microfinance in India as a
research paper topic. As an undergraduate student, in 1969, at the University of Northern Iowa
l chose a general education course, Foreign Area Studies-India, and became fascinated with the
history and culture of this unique country. Following graduation I had a long and successful
career in human resource management with a Fortune 150 corporation. Toward the end of my
corporate career I became concerned about the effects of capitalism on middle and lower
classes in the US and developing countries. A decision to retire at age 52 led to teaching
assignments at three universities over a five year period, but eventually I felt that volunteering
my time for the benefit of those less fortunate was my calling.

I then volunteered to work on construction crews building churches in Mexico and
Argentina. These experiences allowed me to be close to class structures and issues in those
countries. Through these opportunities I became aware of children's issues and specifically
those of orphans. My interest in orphans has allowed me to travel India and visit orphanages as
well as become familiar with their education system. My India travels also took me to remote
villages where I could see the economic struggles of families and particularly women's issues in
a patriarchal society. Almost universal are the issues of sanitation, clean water, access to
medical care, balanced diet and adequate education. In spite of living difficulties, I have always
been impressed by the graciousness of India's people. Events evolved almost five years ago
that led to my forming a 501 (c) (3) nonprofit, Northeast India Christian Endeavor, Inc. which
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serves the seven northeastern states of India. My desire, through this research, is to bring the
best practices of microfinance to the people of northeast India. I would encourage any readers
of this paper to make a difference in this world for those less fortunate by using your gifting.

This literature review will examine existing microfinance models and case studies related to
them to glean best practices. Particular attention will be devoted to aspects that create
successful models as well as lessons learned from failed efforts. A primary concern will be how
microfinance empowers women participants and their ability to create opportunities for their
children. Family dynamics, including one parent family units, and the demands it creates will be
explored, as well as the role of self help groups and their impact on success. Last, the research
questions in Chapter 1 will be evaluated to determine if overall quality of life has improved for
participants.

SECTION 1: Microfinance Institution Model

Microfinance institutions are traditional banking models applied throughout the world.
The driving motive in t his application is capitalism and resulting profit for the institutions'
stockholders. The poor apply formally for loans which is "seed" for their business venture.
Following acceptance ofthe application a loan repayment structure is established. The
borrower becomes indebted to the institution. The intent behind this model is to lift the poor
out of poverty, but it is a business model as opposed to a social model. Return on capital is
paramount for the banking model which can impact the poor because of rigid repayment
schedules. This creates two bottom lines, one for investors and one for the poor. Large banks
receive an added benefit of improving their reputation by involvement in socially responsible
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projects (Copestake, 2007). The institutional approach is characterized by the belief that
poverty reduction requires massive economies of scale given the number of poor on this
planet. This section will look at existing research in India and Asia for practices related to this
formal model.

Does Microfinance Work?

Strictly from an institution standpoint, microfinance must cover its costs and produce some
level of profitability to be successful. Clearly this objective is different than the microfinance
mission of reducing poverty of its participants. Some analysis suggests that poverty is not being
alleviated as in recent quantitative studies (Roodman, 2011; Banerjee et al, 2013). Often there
is a difference between perception and reality and media perception swayed by public relations
efforts of institutions.

Microfinance, which started in Bangladesh through the Grameen Bank, has the longest
track record. Through this bank the poor have easy access to micro-loans, more so than the
availability of health, security and education (Rutherford, 2009). The implication is by the
emphasis on achieving financial targets the social mission of reducing poverty and empowering
the poor has become less important.

The expansion of microfinance since 2000 has been heavily dependent of commercial
banking and finance (Roy, 2010). This has greatly improved access to loans for the poor. For
commercial banks a new market has been created for the past fifteen years which has resulted
in rapid expansion of loan portfolios (Karnani, 2007). The industry has grown rapid ly in spite of
the world financial crisis of 2008 which resulted in austerity programs in the developed

21
economies and recession which some countries still experience. Banks funded $25 billion in
loans in 2011 and each year has experienced growth in the preceding ten years (Lahaye et al,
2012). Despite the growth rates, market penetration rates have remained relatively low with
Bangladesh at 13% and India with 3% (Dewan and Alamgir, 2009).

In an effort to attract investors, microfinance institutions have relied upon traditional
financial measures such as client numbers, portfolio growth, interest rate spreads, timely
repayment and portfolio risk (Bateman, 2012). The aforementioned ratios are fundamental to
sound banking practices, but would seem to detract from the overall mission of poverty relief.
Mainstream borrowers are used to these metrics application and their personal impact, but for
first time borrowers they can be totally foreign. Social performance measures are secondary to
financial standards causing a loss of mission/vision by mainstream financiers (Maitrot, 2013).
Clearly the issue is should profit be prioritized over reducing poverty and how much profit is
reasonable given the circumstances? Profit can be necessary for the growth of the private
microfinance sector, but shouldn't corporations have a social conscience? Banks still suffer
from image issues related to the 2008 financial crisis, so creating a philanthropic image that
benefits society, especially helping poor women, could influence the public's view. Ultimately
this could help banks by decreasing the need for more government regulation.

Practices

Microfinance institution's practice varies from interest rates charged to the poor to loan
collection methods. Local credit officers are often driven by short-term financial performance
and can prove to be inflexible. This can be devastating to the novice poor who collateralize
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personal possessions for loans. The extremely poor can face decisions weighing loan payments
with food necessities, shelter, health, dignity and self-worth. More experienced poor can
weather these storms better because of stable earnings, financial education and access to
financial markets on an ongoing basis. Validating these claims are detailed local practice
studies (Sandberg, 2012; Hussain, 2010; Hudon, 2009).

Consummating loans is a two party agreement between lender and a poor household.
However, can the extreme poor be induced to take a loan because of pressing financial needs
such as urgently needed medications or to repay an existing loan. What responsibilities does
the lending institution have with respect to prudent decision making by the poor. Is there a
moral obligation to advise poor clients with respect to obligations of indebtedness? Should
debt to income ratios be applied to lending as in the western world? What are loa.n collection
practices and loan repayment schedules?

Malpractices have been reported and confirmed by interviews with poor debtors and credit
officers in the field (Maitrot, 2013). Loan officers encouraging existing poor to make new loans
and increase the size of existing loans with higher weekly payments is a documented practice.
This process compromises the financial well-being of poor clients (Cons and Paprock, 2010;
Hussain, 2010). Credit performance metrics applied to credit officers by their institution drive
abusive practices. Maitrot (2013) and Cons and Paprocki (2010) report credit officers
requesting clients with repayment problems delay burying their husband; take children out of
school; and make loans from other institutions to repay loans. The same credit officers advised
clients to stop purchasing needed medications and selling basic assets to make timely loan
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payments. In one institution, 47% of the credit officers reportedly used threatening language
and public humiliation to maintain high repayment rates (Maitrot, 2013). The same study
affirmed credit officer issues as limited training, zero delay and zero default policies, and
excessive demands from branch managers as daily pressu res. In reality, many of the credit
officers interviewed were depressed over and ashamed of how they treated clients. The credit
officers were often subjected to the same humiliation by branch managers for performance
issues which ultimately are passed on to clients in difficulty. When financial metrics become
the measures of success, it trumps most of the value of the social mission.

A Microfinance Institution {Spandana) in Hyderabad, India, opened a branch for lending
purposes in the slums. Half of the potential clients were randomly selected for micro-loans
with the results being an 8.8% higher loan consummation rate than the half group that received
no special consideration. Fifteen to eighteen months after receiving loans the participants
were no more likely to start a business with the proceeds. Participants with an existing
business were more likely to expand their enterprise. The consumption of participants did not
improve nor the profitability of their businesses. It is very interesting to note that expected
outcomes of microfinance, women's empowerment as well as health and education
improvements, did not occur (Banerjee et al, 2013). A key result was households with access to
microcredit loans may delay some short or medium term consumption to make the purchase a
durable good. In this example, business size tended to stay small as did the profits from those
microenterprises. The ultimate conclusion from the study was that microfinance does not
create the claimed results and it is not applicable to all households.
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The Hyderabad experience revealed the tendency to use microfinance for personal
consumption and not for small business startups. Does this mean m icrofinance has
overestimated the value of its product? Do many of the poor lack skill sets necessary for
success in small business? What is the responsibility of the microfinance institution in regard to
its clients? Because of the emphasis on profits is this evidence of "loot and scoot" (Polgreen
and Baja, 2010).

Microfinance has been evident in agriculture for decades. There is evidence that farm size
and productivity are inversely proportional (Banerjee, 1999). This concept is true in the
developed countries, but generally due to mechanization. In Asia, large, plantation style farms
do not need or use microcredit and tend to be productive often at the expense of land ecology
(Collier, 2008). These sizeable farms employ the poor, but at subsistence wages and no job
security. It can be argued that this result is evident in developed countries. Small farms are not
productive because they lack expensive irrigation and mechanization. They usually do not
employ laborers, but are the target of microfinance. In Asia, small farms continue to become
smaller due to subdivision through inheritance (Norberg-Hodge et al, 2002). The answer
appears to rest in medium sized farms, but their size excludes them from microfinance. In the
developed world, successful agriculture is the result of economies of scale as evidences by the
loss of family farms since the 1980's. Perhaps farming cooperatives could answer the need of
the poor tied to agriculture?

There is some evidence that government intervention can help the poor in agriculture. In
Malawi poor farmers would not use microfinance to purchase fertilizer for fear of losing their
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land which was used as collateral. The result was very poor crop yield; however, the
government established a subsidy and yield flourished (Bello, 2009). The takeaway in this
situation is that microfinance is not the only and most appropriate weapon to aid the poor.

In Andhra Pradesh, India, microfinance was introduced by inst itutions to very small
subsistence farmers. The result was dependence on the loans which grew to the point of
serious debt because of high interest rates. The decade after 1993, farm incomes dove 20%
and suicide rates increased dramatically (Taylor, 2012). Microfinance institutions need to be
selective in marketing their product and carefully analyze clients' ability to absorb debt.

Poor and vulnerable women are commonly persuaded to take out small loans which are
often compounded into larger debt. This happens because a lack of regular income exists
which is the result of seasonal labor, monsoons and demand for labor coupled Sometimes loans
are accepted to purchase much needed food, urgent medical needs or a daughter's dowry.
Loans for living expenses compound leading to over-indebtedness. This results in compromises
to pay loans such as sending children out to work, reducing the quality and quantity of food
consumed and distressed sale of assets. Some households reported loan payments of as much
as $50 per week which is a very difficult payment for the poor (Maitrot, 2013). A large body of
research in Bangladesh found that women had little control over their loans. Somet imes loan
officers would use husbands to persuade their wives to take loans, and in many cases the
husbands would abuse their wives for refusal to apply for a loan (Balasubramanian and Maitrot,
2013). Other cases involve husbands forcing wives to take out loans so the husband can
continue to abuse alcohol and drugs. Research indicates loan officers are concerned about the
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.ability to repay loans, but actually have little time to validate abilities to repay. This results in
moral failure in delivering the social mission of microfinance. Financial mission and social
mission need to be in lockstep. The objective should be the common good ofthe participants
which means making a reasonable profit for institutions while contributing to productivity
growth of the poor and job creation. Financial institutions should take a longterm view and
quit managing by the quarter and the metrics that result from that mentality. A lesson can be
learned by the financial collapse of 2008 and the predatory lending practices involved with
sub prime mortgages. Huge profits resulted for banks, only to be rescued by taxpayers which
demanded more regulation as a solution. The United States economic recovery has remained
below historical averages because of over regulation and job growth seeing like results. Until
the private sector and its' shareholders recognize the value of social mission, this model will
remain flawed.

Vulnerability

A wealth of vulnerability literature exists which is meant to aid the design, evaluation and
targeting of programs for use by microfinance institutions. The definition of vulnerability is
influenced by the discipline defining it such as sociology, anthropology, economics or ecology.
The definition used for this paper is exposure to a hazard, or stressor which causes harm to a
system, subsystem or a component of a subsystem (Turner et al, 2003). It also is related to the
population's ability t o cope with shocks (Wolfe, 2011). Variables include climate change, food
security, household assets, employment and government supports.
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The following represent a few of the models available for assessing vulnerability. The
Household Economy Approach was developed by Save th e Children UK over two decades ago.
It attempts to isolate who needs assistance and how much, the duration, and the type of aid
needed (Lawrence et al, 2008). This approach focuses on natural disasters such as famines.
Research indicates that famines do not result from food shortages, but from systems of
inequality that prevent some from accessing food (Sen, 1981). This model attempts to establish
a baseline under normal conditions to better predict the affects of unforeseen shocks to the
food system.

The Individual Household Model is a derivative of the previous model. It seeks to define
vulnerability at the individual household level. It uses semi-structured interviews and sampling
methods to predict vulnerability. It examines household income rather than access to food and
other resources (Holzmann et al, 2008).

The Household Livelihood Security Analysis attempts to better understand the systems that
affect livelihoods based on quantitative, qualitative and casu al analysis. It examines economic
security, food security, health security, educational security and empowerment (Lindenberg,
2002). This model takes inventories of household risks and hazards and potential outcomes
and opportunities. The analysis attempts to identify individuals or groups that are vulnerable
and ifthe vulnerability is acute or chronic. One approach is qualitative in collecting data by
using teams of interviewers, and the other uses a quantitative approach of sampling by a
specifically designed questionnaire.
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Two models have been designed specifically for microfinance institutions which are the
Poverty Assessment Tools and the Progress out of Poverty Index. These tools are designed to
help target poor or extremely poor clients. The tools were derived from international poverty
line, and have reliable levels of accuracy, and are easy to administer (Seep Network Social
Performance Working Group, 2008). The intent is to provide a low cost tool for accurate
estimates of poverty incidence.

The Poverty Assessment Tool was developed by the IRIS Center at the University of
Maryland for USAID. It utilizes questionnaires with as many as thirty-three questions ranging
from asset ownership to education levels of participants. Results are used to predict poverty,
but not targeting. The data is collected in the field by staff or others unknown by the
interviewees. Thirty seven countries are using this model (SEEP Network Social Performance
Working Group, 2008).

The Progress out of Poverty Index was developed for the Grameen Foundation with funding
from CGAP and the Ford Foundation. It uses ten question s related to asset ownership and
household characteristics. The responses determine the likelihood that people will fall below
poverty standards. The data is typically collected in the field by loan officers. This model is
available in forty-six countries (Grameen Foundation, 2013).

This section is meant to expose the reader to a few of the available tools to assess poverty,
and is by no means exhaustive ofthe literature. It is not within the scope of this paper to
exhaust all relevant detail. It is worth noting that the tools examined are not stand alone
instruments, but should be used with multiple tools, both qualitative and quantitative. The
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methods employed should answer the following questions: "What is the extent of
vulnerability?" Who is vulnerable? What are the sources of vulnerability? How do households
respond to shocks? and "What gaps exist between risks and risk mechanisms?" These are
fundamental to interventions such as microloans intended for the poor (Hoddmott and
Quisumbing, 2003).

This section ends with the continuing debate over the perceived success of microfinance.
Many researchers insist that microfinance does not alleviate poverty and the evidence is
questionable, at best (Morduch, 2007). Others suggest that research should focus on long term
social impact to determine success, which has not been studied enough to draw conclusions
(Zeller and Meyer, 2002). Support and opposition for microfinance delivered by institutions
seems close to equal ca mps. This review will continue with the examination of other elements
which can be determinates of success.

Financial Inclusion
The concept of financial inclusion is related to the number of individuals that use
financial services and has a direct relationship to the number of poor who have bank accounts.
These accounts reduce poverty by being a mechanism to store savings, facilitate receiving
government benefits and as a vehicle to build credit which is fundamental to entrepreneurship.
The ability to benefit from bank accounts has a direct relationship to access of services and
products, and barriers to access by the poor. Usage of services and products counts on a
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strategy to allow the underserved to take full advantage. The quality of products and services is
coupled to the degree to which customers can benefit from financial services.

Financial inclusion is linked with financial stability, financial integrity and financial capability
of consumers (Duflos and Gilsovic-Mezieres, 2008). Financial capability is associated with
knowledge, skills, and behavior of the poor with regard to understanding, selecting and making
use of financial services. Government regulators in more than twenty countries have made
financial inclusion commitments under the "Maya Declaration". The intent is to increase access
and lower costs of financial services for the underserved. This will be accomplished through the
application of new technology and consumer protections to prevent predatory fending
practices. Another outcome anticipated is the empowerment of women.

The predatory lending practice issues were tackled in 2009 by forty-five countries that
regulate microfinance institutions and thirty-six countries that enabled branchless banking.
Another forty-two countries introduced policy that promotes rural finance (CGAP and World
Bank, 2010). A total of fifty-six countries introduced consumer protections with the most
common being financial disclosure and recourse procedures. Forty-seven countries are
improving access and forty-eight countries introduced regulation aimed at understanding of the
underserved needs. A need exists for more countries to help poor consumers by expanding
financial literacy programs. Government regulation can help stimulate innovation and
competition which can aid the poor. However, the regulation and supervision needs to be
prudent so as not to create another subprime crisis as experienced in the United States.
Regulation prior to the crisis allowed customers to borrow beyond their ability to pay.
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Competition that fosters financial service access needs proper regulation (Demlrguc-Kunt et al,
2008).

Financial literacy should aim to arm the poor with enough loan information to make
informed decisions, eliminate unfair or deceptive practices and provide a recourse procedure.
Loan practices and supporting materials must not mislead the poor. The poor must be treated
equitably and respectfully. Full disclosure of fees, interest rates and other potential charges
should be provided. The underserved need a basic level of financial education provided by loan
originators. Some degree of credit counseling would benefit those that are inclined to over
indebtedness. A measure of privacy is needed to protect personal financial information. Last,
redress mechanisms should be available with an arbitration process for resolution of
complaints.

Women clearly are at a gender disadvantage in regard to financial inclusion. The Global
Financial Development Report of 2014 reveals that women have difficulty opening financial
accounts and in many instances are forced to use their relatives' accounts. Do the vast majority
of developing economies restrict the ability of women to open accounts? According to the
2014 Women, Business and Law report only two of 143 countries measured impose direct
restrictions on women' s ability to open bank accounts. However, nineteen of those countries
differentiate the ability to obtain passports based on gender. Women are forced to pass
through additional steps adding extra time and effort to the process. There are nine countries
where married women cannot obtain national ID's in the same way married men do. Cultural
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stigmas may be in play which is the result of patriarchal societies. These can be hidden
roadblocks to financial inclusion for women.

According to the Global Microscope 2014 report countries with favorable business climates
tend to have positive financial inclusion conditions. Most countries have established regulatory
frameworks for agents of which India is a leader. Due to the explosion of cell phones in the
developing economies, regulation of electronic payments has started. At this juncture, it is
impossible to measure the effectiveness of implemented regulations. Micro-insurance leaders
are in Asia and Latin America . India went through implementing regulation in 2005 and is the
product rural insurance measures established in 2002 by the government.

The 2011 World Bank Global Financial Inclusion {Global Findex) Database, 35% of adults
over age 15 and 26% of women over age 15 in India held deposit accounts at financial
institutions. It should be noted that with a population of close to 1.3 billion people, a large
percentage ofthe population is not being served, especially women. India's regulators have
been primarily concerned with pricing transparency and dispute resolution. Interest rate caps
have lowered microfinance yields, but have accomplished little in regard to multiple lending
which leads to over indebtedness. The report states that financial inclusion can only be
achieved through ease of access, and increasing the financial capability ofthe poor by providing
financial -based education.

Section II. Empowerment of Women

For millennia most world cultures have been patriarchal in nature. This has led to gender
gaps and significant differentials in compensation and economic opportunities. Terms such as
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glass ceilings have been coined to draw attention to the plight of women. Poor women in
developing economies experience similar discrimination . Variations in law exist that define
women's economic rights. Financial outcomes are influenced by financial literacy, quality child
care, general education level, health and diet and availability of micro-loans. Short term
interventions that address the aforementioned issues should not be minimized as they can
improve women's ability to generate increased income. The results of the interventions
improve children's living conditions, reduce household poverty and increase aspirations for
subsequent generations (World Bank, 2012).

The gender gap has been observed to be consistent and pervasive. The value added per
worker is between 6 and 35 percent lower in businesses owned by women compared to their
male counterparts. Female managed farms are 20 to 80 percent less productive than male
managed farms. Depending on the country, females earn 20 to 80 percent less than males in
wage employment environments. The differentials are not the product of less entrepreneurial
abilities, but are related to the size of businesses and farms managed. Human capital, health
and education, are also important variables (World Bank 2012, 2013).

The evidence suggests that micro loans or grants themselves are not enough to improve
financial stability of poor or very poor women. Their small businesses with revenues of less
than $100 per month, at market exchange rates, yielded profits of approximately $1 per day.
The micro loans to achieve those results were $100-$200 on average. These results were
observed in Sri Lanka (de Mel, McKenzie and Woodruff, 2008, 2009, 2012). The same results
occurred in India, Bosnia, Mongolia, Thailand and the Philippines (Duflo et al, 2013; Augsburg et
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al, 2012; Attanasio et al, 2011; Karlan & Zinman, 2010). Why do differentials exist in profits and
revenues in male versus female owned businesses? It is suggested by Duvendack et al. {2011)
that women face more pressure than men to use profits for family survival necessities rather
than reinvesting profits in a microenterprise. They also imply that women turn to microbusiness as no wage employment is available, for which they are better suited. De Mel,
McKenzie, and Woodruff {2012) suggest that women face social and time constraints, related to
family, that limit the type and operating hours of their micro-businesses which constrains profit
and growth.

Women are susceptible to husband's pressure for use of profits from their business
(Schaner, 2014). Research also finds that wives are pressured by their husbands to acquire
microfinance loans and give the proceeds to their spouse. Ultimately women repay the loans
with little personal benefit (Garikipati, 2008). It is estimated that men use sixty percent of
women's loans (Rahman, 1999). It is also estimated that sixty-three percent of loans women
have only partial or no control over their loans (Sen Gupta, 1996). Therefore, It is difficult to
visualize micro loans empowering women. Cultural norms seem to weigh heavily on roles
within the family unit. An interesting question is whether micro loans have increased women's
bargaining power within the family? Studies reflect that women in South Asia are food
deprived and are most likely to be underweight (Smith et al, 2003). A wife may be unable to
refuse her husband's request for a microfinance loan. The husband may threaten to divorce
her or withhold staples from the family, which the wife must weigh in her decisions.
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Microfinance institutions typically target women versus men for loans in this region (Bali
Swain, 2007). Branch bankers are well aware that often it is men who use the loan proceeds
instead of the women (Rahman, 1999). Should the husband not repay the loan his wife must
make restitution. This puts extra pressure on the wife because of her husband's credit
demands. The cultural practice necessitates a husband's approval for the spouse to obtain a
legitimate microfinance loan. Garikipati (2008) concludes that female members of microcredit
groups are less empowered than non-members because ofthe aforementioned. Consequently,
for a woman to be empowered she must retain and invest the microloan herself, and be
capable of operating her enterprise independently of her husband.

As the reader may surmise, India seriously underperforms in gender equality compared to
the developed world. An aspect of empowerment is freedom from some domestic labors such
as collecting water or fuel (wood or dung). These impact children as well women. In India, a
child is twenty times more likely to be malnourished than an American child (llPS and Macro
International, 2007). The income earned from microfinance would make healthcare more
affordable and make education opportunities more realistic. Household chores in rural villages
can consume hours of time which reduce compensated work hours for women or fewer hours
for children in school. .. Access to roads, schools, banks, health centers and the marketplace,
are all major determinates to a family's sustainability. A profitable microenterprise can
improve child welfare as the profits are likely to be invested in children (Strauss and Thomas,
1995). This can translate into better education opportunities. Close proximity to water also
reduces women and children hours for formal education. In Pakistan, a one hour reduction in
water gathering resulted in a fifteen percent increase in school enrollment (Murdoch, 2009}.
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The issue of health improvement of children and microfinance is developing. A connection
between participants and increased health education has shown improvement in children's
health. Behavioral change by improved knowledge. and enhancing access to health services has
shown promise (Leatherman et al, 2012). In Indonesia, formal education and specific
knowledge of nutrition affected child nutrition. Specifically, mother's education levels
benefited children long term while nutritional knowledge had an immediate affect (Webb and
Block, 2004).

Recent advances in mobile banking accounts may provide sufficient autonomy and
independence for women to avoid these pressures. It is proposed that women may be more
risk averse than men impacting the size of loans and the ability to build credit. Reducing rigidity
in loan repayment cycles benefited women borrowers in Kolkata, India, through the use of a
two month grace period for loan payments. This encouraged risk taking and long term
profitability (Field et al, 2013).

Very significant is a result showing very poor women in Bangladesh benefited from a loan of
approximately $140 for the purchase of a cow or other livestock. This provided an opportunity
to leave wage employment for self employment with the result being increased earnings. This
was made possible by specific training and regular follow-up visits by a specialist and loan
officer for a two year period. Micro-businesses were still flourishing four years later and is a
testament to training and coaching of the very poor (Bandiera et al, 2013). Similar results
occurred in India, West Bengal and Andhra Pradesh (Banerjee et al, 2011). Other results were
mixed in Sri Lanka, with men benefiting from the aforementioned process, but not women. The
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reasons offered were women's pressure from family for financial needs which was validated by
women who were separated from family flourished under the program design (Fiala, 2014).

Savings accounts are a promising tool for poor women. Studies in Kenya, Nepal, Guatemala
and the Philippines revealed that saving accounts improve rural women's productivity
(Knowles, 2013). In Kenya, women with savings accounts invested 45% more in their microbusiness and were less apt to sell assets for medical emergencies (Dupas & Robinson, 2009).
Liquid savings has proven to reduce reliance on short term debt and smoothed the effects of
unforeseen economic shocks. It also protected assets from being shared by not being readily
available (Kast & Pomeranz, 2014).

The literature related to business training of the very poor shows the benefit of
improvement in business practices, but had negligible effects on profits or business survival
(Woodruff & McKenzie, 2013). Part of the issue involved in measuring the results of training
rests with the length of the training programs. Where positive outcomes were not evident,
results were influenced by household duties of the women (Gine &Mansuri, 2014). This
suggests the need to t ailor programs to the needs of women rather than use a universal plan.
Two or three day training programs are very common, but short courses are less likely to have a
lasting impact versus longer programs. A six week, fully subsidized, high quality program for
poor female micro-entrepreneurs in rural Mexico had positive results basically by improving
accounting practices (Calderon, Cunha & de Giorgi, 2013). In India, positive outcomes were
achieved through well-designed skills training programs that were supported by follow up
efforts. A subsidized six month vocational training program in stitching and tailoring for women
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from the slums in New Delhi increased employment, self employment and earnings. These
effects were still observable eighteen months after the training was complete and produced
increased self confidence (Maitra & Mani, 2014). These results reflect the poor women who
completed the program; however, there was a 40% dropout rate. Barriers for dropouts were
the distance to the training center and lack of available child care support.

It appears that one silver bullet does not exist to insure the success of poor women.
Adequate capital, initial and follow up training, coaching, convenience of training, savings
opportunities, convenient child care, flexible loan payments, household financial dependence,
decision making skills and last, self confidence are part of the formula to insure success.
Autonomy or the lack of male interference in operating a business seems to be a key
ingredient. Returning to the broader gender issue, cultural norms must not stigmatize women
and hinder their business.

Social Capital

Social capital is defined as "features of social organization, such as trust, norms, and
networks that can improve the efficiency of society by facilitating coordinated action" (Putnam,
1993). A country's level of trust correlates strongly with its economic growth rate (Knack and
Keefer, 1997). Also consistent with this concept is high social capital regions engage in larger
financial transactions (Guiso et al, 2004). In other words, as trust increases, so does the
propensity to enter into more and larger financial agreements. In the normal Grameen Bank
microfinance program, clients meet weekly to make loan payments. These meetings encourage
interaction among the participants, but do they create meaningful results?

39
Research by Feigenberg, Field and Pande (2010), produced the following results. Meetings
that were frequently required over a ten month period created consistent improvement in
participant's knowledge and social contact. Group members were more likely to ask other
members for help in medical emergencies. Most important, participants were four times less
likely to default on their loans, which indicate the establishment of group loyalty. Using
questionnaires and personal interviews it was determined that increasing social ties created
social capital in a very short period oftime. The role of social connections in reducing default
risk is well established (Karlan, 2005). These are all objectives of the Grameen Bank through
self-help groups.

The concept of mentors and role models for very poor women is a way to influence
business behaviors and aspirations. One rigorous study of SEWA bank clients in India confirms
positive results in this regard. Mentors and role models had a profound effect where poor
women were exposed to restrictive social norms (Field et al, 2014).

Section Ill. Case Studies
Understanding women' empowerment in India can by definition be subjective. It implies an
increase in material wealth and personal capabilities to establish more control in daily lives.
Empowerment suggests increasing autonomy and control of one's destiny. Economic
empowerment is linked to social empowerment. It assumes control of the individual's values
and attitudes. Empowerment should enable individual and group decision making and reflect
growth through advancement in learning curves. Studies have shown that initiatives that
improve women's access to and control of income enhance the welfare oftheir children,
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especially in the areas of health and education (Sen, 1999). A by-product can be education of
children to help them with upward economic and social mobility and is a long term key to
economic growth. There should also be a reduction in the necessity of child labor. Historically,
poor women in India have been of low status; however, empowerment should increase gender
equality and decrease caste discrimination. Finally, improvement should be evident in personal
and family health. These are the metrics to be examined in the following case studies.

The case studies in this section are mainly qualitative. The overarching weakness is a lack of
standardized questions used in the various interview processes and the depth of probes in
follow up questions. An unknown is the interviewers skill set and abilities in personal
interviews. Some interviewers had long standing relationships with groups they interviewed,
others did not. In spite of some subjectivity and perhaps personal bias, the overall mission was
to determine the effectiveness of microfinance in India.

Examining the relationship of banks to self help groups from 2001-2008 shows a steady
increase of new ban k loans as well as the number of new groups financed (NABARD, 2009). The
same study indicates that only 2.94% of these loans are non-performing. It is Interesting to
note that women represent more than 80% of outstanding loans and loans disbursed (NABARD,
2009). Self help groups that are not homogeneous because of education variance create issues
of trust which impacts success. The Microfinance in India 2010 report emphasizes that new
groups needed a certain amount of consultation to insure regular meetings and timely loan
repayment.
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There exists some evidence that microfinance has caused some credit dependency and has
created borrowing to repay existing loans. The motive of bank lending is called into question by
conflicting interests of profit seeking versus fighting poverty (Moon, 2011). This raises the issue
about the effectiveness of NG O's versus banks in managing micro-loans.

Entrepreneurship is an important element for successful microflnance enterprises and has a
sense of ownership. This is a learned experience and can be accomplished individually or in
groups. The process involves risk which can be mitigated by education. A case study involving
the Gram Mooligai Company which supplies medicinal herbs to the Indian pharmaceutical
industry was performed in 2008. Local groups in villages in Karnataka and Tamil Nadu are
microflnance groups that collect, harvest, clean, dry and weigh raw materials. Group members
could become shareholders with a minimum of 50 Rupees and increase their ownership plus
receive dividends. The study was accomplished by personal interviews of group members.

The study revealed a 30% increase in personal wealth by circumventing middlemen and an
increase in personal savings. The majority of poor women interviewed expressed a greater
sense of pride, more decision involvement within their family, development of marketing
networks and negotiating skills (Torri, 2009). The microfinance experience was not able to
negate caste issues which create barriers to marketplaces. A need is to increase business
support services and enhance skills through education.

Another study, Project Shakti, crosses the borders on thirteen Indian states and has the
objective to empower rural poor women. The focus is on small villages where self-help groups
exist and the use of NGO's to facilitate business activity. Dealerships are sold to the poor who
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sell household goods using a pyramid scheme of which they are at the bottom. The typical
Shakti sale yields a profit of 5-12%.

The study used interview techniques to ascertain date on family backgrounds, lifestyles, daily
routines, and family decision making. The interviews reflected a general increase in income by
participants and an increase in establishment of savings accounts. The Shakti model fits the
definition of a micro-franchise which coupled with entrepreneurial spirit leads to economic
empowerment and social empowerment. The NGO's working with franchisees set sales goals,
marketing advice as well as educating participants in personal hygiene and other health issues.
Interviews indicated an elevation of social status within the village as a result of being a
business person (Xavier and Raja, 2008).

Another study was conducted in Tamil Nadu by Suja {2012) which attempted to analyze self
help effectiveness by examining attitudinal empowerment and wealth related improvement.
The study used survey methods which measured the empowerment of women by opinions
expressed as well as elements of empowerment such as savings, skill development, decision
making, and equality of status and credit availability. The survey reflected participating women
to be economically empowered as well as socially empowered by virtue of their business
standing in their village. Their psychological empowerment increased as they became more
experienced in their business dealings and management skills. Communication skllls improved
as a function of self-help group activity and some knowledge of the law increased as a byproduct of business activity.
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Ramifications of the study demonstrate a need for business training to insure success and the
need to improve literacy rates for the poor women. Time constraints because of family duties
are a challenge and require difficult balances of time. Male members of the household are
often not supportive. Women's self confidence is critical to empowerment and very difficult to
measure, but is essential for skill enhancement and business success (Suja, 2012).

Savitha and Jyothi (2012) studied the impact if microfinance on empowerment in the state of
Andhra Pradesh. The evaluation centered on women's access and control over resources,
income improvement, health care, education and decision making. As in previous studies, selfhelp groups were the vehicle used. A questionnaire was administered to two hundred villagers
in the district of Rangareddy. Microfinance users established agriculture activities, small
business stores, tea stalls, animal husbandry, tailor shops and flower and fruit stands. These
activities generated profits and in many cases were the main source of income for the
borrowers.

The questionnaire validated the relationship between loans and improvement in overall
household income. The increased income led to financial independence. Success was directly
related to training in business models. Improving material wealth also increased social status
within the village. Participants also expanded their world view because of interactions in their
new business environment (Savitha and Jyothi, 2012).

Another study in Tamil Nadu was conducted by Chandrakumarmangalam and Vetivel (2012)
using a comparison of households with control households for analysis. Five households were
randomly selected in each village in the Salem district to be compared to the control group.
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There were 100 households in the control group and a like number in the target group when
surveyed in 2009 and 2010. The survey measured income, savings, expenditures, employment,
literacy and migration.

The findings verified microfinance households had 11.41% higher incomes and 9.75% higher
assets over the control group. An astounding increase of 42..53% in savings existed for the
microfinance group. Employment days were 20.73% higher than the control group. Literacy
rates were also 12.16% higher in the microfinance group. Last, the control group migrated
33.7% more to find gainful means of employment. Microfinance had a positive impact on
empowering issues (Chandrakumarmangalam and Vetrivel, 2012).

The aforementioned studies focused on rural poor women. Migration to major cities by the
poor as they seek employment has been a product of India's emerging economy. This
migration has created an urban poor class; consequently, studies need to be performed to
access microfinance in metro environments. Basargekar (2009) conducted a study of the
impact of Annapurna Mahila Mandal (AMM) which is a large urban microfinance institution in
Maharashtra, India. The model used by AMM is NGO's and other agencies which act as
intermediaries between self-help groups and banks. The NGO's are less bureaucratic which
helps them facilitate groups, develop business skill sets and provide training as needed. The
AMM focus on poor women's empowerment concentrated on self reliance, solidarity,
economic independence, justice, health, literacy and family planning. A concerted effort was
also made to break ties with unethical secondary money lenders. Self-help groups were formed
and consisted of 5-10 members who meet weekly. Initial individual loans were approximately
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3000 Rupees which could grow to around 6000 Rupees after repayment commitments were
verified.

The study on empowerment results was done by personal interviews using predesigned
questionnaires. The sample size was approximately 1.5% of existing members about evenly
split between new and old group members. The study revealed only marginal improvement in
economic status ofthe sample group, but members reported better savings rates so financial
discipline improved. Remarkably, significant change occurred in self awareness, self esteem,
social status, group bonding and leadership qualities. Perhaps this can be attributed to lower
caste standing and the team environment (Basargekar, 2009).

Mishra (2008) conducted a study of the potential of village and small enterprise in the seven
northeastern states of India. This is included because of my interests in Northeast India and my
plans to implement microfinance in the state of Assam. The region is hilly and not conducive to
agriculture with the exception oftea plantations and rice cultivation . Raw materials are
processed here for the well known textile industry as well as forestry products for cottage
furniture industries. The seven Northeast states are separated from the main Indian continent
by Bangladesh and to some extent a forgotten area. Large industry is not prevalent with most
enterprises being cottage industry. Rural enterprises do not operate all year, thereby
increasing costs and overhead. Most small scale business is proprietary which lends them to
microfinance. Most entrepreneurs are male in both rural and urban settings which create the
same opportunities for poor women as on the main continent.
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The issues related to successful microenterprises are teaching marketing, managerial and
interpersonal skills as is the case for all of India. Entrepreneurs are subject to extortion, power
disruptions, and pressure from unions and politicians. Caste still dominates opportunities in
spite of individual merits. Transportation infrastructure is weak and creates bottlenecks. The
Indian government has provided little funds for capital investment in the region leaving the
door open for NGO's to finance microfinance operations (Mishra, 2008).

Gupta and Saran (2013) performed a literature review on economic liberalization in India and
its impact on women. The relevance for poor women is the cultural implications and status of
women. The results show many more women lack role models than men and the male
workforce shuns having a female supervisor. Arranged marriages are becoming less of a norm
for upper castes and role models are becoming more prevalent in the business world. These
same role models are available for the poor from NGO staff. The Indian culture still devalues
women and tends to view them as domestics; however, at the family level parents are seeing
an increasing value in education and are more willing to make those investments (Gupta and
Saran, 2008). Women's empowerment will need support systems for working mothers.

Surveys results confirm a team aspect and the building of social skills as a product of
participation. Education is critical to individual and group success and certain NGO's fill this
need by their availability at the village level. The Indian government mandates commerce
training in public schools, but is probably not sufficient. Education access is an issue for village
poor. Unfortunately, there is not enough NGO staff available to meet education needs for
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microfinance to be successful. Is the Indian government deferring their education and social
welfare responsibility to NGO groups?

An impressive study occurred in Uttar Pradesh by an NGO named Meerut Seva Samaj. Their
presence started in 1977 with the goal of teaching self reliance, social justice and cooperative
spirit. The desired outcome was village and self pride. This is a long term project which started
by establishing village schools and programs aimed at improving adult literacy. Masons were
trained to build biogas plants in 2600 villages in a ten district area. Cow dung was thereby
converted to energy with leftovers used to fertilize fields. The economic and environmental
situation improved in virtually all villages. Projects were formed to help women feel
empowered. A focus was using village women to teach and mentor their village peers.
Candidates were tested for reading, interpersonal and math skills with the successful being paid
a stipend of approximately $45 per month to fulfill their new roles. The key is training and
using nationals to help their peers. Eventually, scholarships were provided by a German
charitable organization for nursing and other vocational training. In India, nurses deliver
medical care in remote villages due to distance from hospitals. Self~help groups were formed
by the mentors for microfinance opportunities with the result being the formation of personal
relationships amongst participants. A Dowry is historic in India for marriages, but these
empowered women fought successfully their male counterparts on their use.

Savings plans were set up for microfinance participants and financial literacy programs.
Mentors taught women what to expect in owning a small business. Part of the process
encouraged men to free women from some of their household duties. The end result was as
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women contributed to the financial well-being of the household, the men began to view their
wives in a different, more positive light. Some observed change was men allowed women to
have a say in household matters and would actually discuss business operations with their
wives (Bertaux and Crable, 2007). Eventually the women disposed of wearing their veils. It
should be noted these changes took place over a twenty-five year period which is slow.
National mentors were paramount in the success and building trust was essential. Indians were
used to design and influence these programs. The programs were tailored to local needs,
conditions and priorities. Again, the long term commitment is a testament to change
happening one person at a time.

There is little evidence that gender equality is improving because of microfinance. Women
still labor in servitude because of millennia of cultural norms. It is interesting that for
professional women change is happening and western standards are being adopted. The
average person does not benefit from this shift in values mainly because of the caste system.
Religious belief can be a barrier as it favors accepting one's destiny and status as opposed to
seeking economic improvement. Social structures center on the caste system. It is illegal in
India to discriminate because of caste, but it happens daily as discrimination occurs in the
United States. Legislation alone cannot prevent discrimination which may be the largest
impediment to empowering the poor. Is the caste system a tool for government to control its
population? The poor still have little political voice in government and are often forgotten until
the next election. The British dominated India until its independence in 1947, and has been
relatively a closed country since 1947. The recent election of Prime Minister Modi has _opened
India's door to international business communities and western economic views. This change
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may help poor women in India, but centuries oftradition pervade. Perhaps collective action by
the poor, such as the Gandhi movement, will be the most effective way to advance their cause?

More research is needed to determine best practices in microfinance to establish
benchmarks for the government and NGO entities to utilize. India suffers at times like many
developing economies, therefore needs banking reforms that assure consistent capital flows for
microfinance. Microfinance has a successful start, but needs to evolve to meet the needs of the
people. Metrics should be used in education and goals set for literacy. Infrastructure needs
substantial improvement for this country's economy to develop and provide opportunities for
poor women to market their products. Microfinance has a successful start, but needs to evolve
to meet the needs of the poor.

Summary
This chapter represents a sampling of the elements of global microfinance. Best practices
are identified and are usually the product of failed practices. Experience is a powerful teacher.
Developing an understanding of the poor and their economic plight is critical to comprehending
the benefits of microfinance.

Microfinance is employed by banking institutions, governments and non-government
organizations. Formal banking models are capitalistic and opportunistic in nature with profit
the driving force. Government programs tend to be managed by high levels of bureaucracy.
Non-government organizations have much lower overhead and more empathy for participants.
Credit establishment, interest rates, loan payoffs, entrepreneurial enterprise and family
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dynamics are discussed and·their importance to successful microfinance. The banking model
fails participants because of profit being the top priority. Governments fail because of their
political nature and size. NGO's track record is best, but can struggle with Issues such as
adequate funding. Successful microfinance must be evaluated on financial and social metrics
and be based on the needs of the poor, not an institution.

Obviously the poor have vulnerabilities to circumstances beyond their control which
impacts their needs and success. Different models are discussed for accessing vulnerability.
Some models gauge levels of poverty, while others discern progress out of poverty. Successful
microfinance is a journey, not an event, and is a multiple year commitment by implementers.

Financial inclusion is examined and the availability of financial services to the poor. The
importance of financial literacy is paramount to helping the poor. New products and terms are
being developed to aid the poor along with mentoring to facilitate their application. Self-help
groups can also fulfill this role and are effective because of peer relationships. The advent of
the cell phone adds the dimension of mobile banking and the ability to keep abreast of market
conditions. Technologies introduction to rural areas is slow, but financial products are easy to
innovate and use with proper training of users.

Often women are at a disadvantage in their respective cultures, especially in regard to legal
rights and government regulation. Gender gaps and single parent households are common to
microfinance. Family roles are critical to successful microfinance with children often working to
support the micro-enterprise. The single head of household must juggle different roles of
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business and family .. By-products of successful microfinance are children's education, improved
nutrition, and access to healthcare, savings plans and autonomy in decision making.

Social capital is a concept of the poor helping themselves. Groups of villagers consult each
other with business issues, family matters and emergencies. Bonds developed prove to be
lasting. Mentors and positive role models prove to be influential.

A total of 84 case studies were examined looking for best practices in microfinance by
utilizing lessons learned. The majority of microfinance beneficiaries are women who thrive
with entrepreneurial training and other ongoing support. Women felt empowered as their skill
sets improved as well as their net worth which improved with business growth. Successful
women's status improved within their villages; however, there was no evidence that caste
barriers were broken. Governments could aid social advancement by developing enforced
regulation and investing in the lives of their electorate. Microfinance flourishes where
investments are made in individuals, as opposed to just making a micro-loan.
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CHAPTER 3

Literature Review-Summary Analysis

Introduction

The purpose of the study was to conduct a comprehensive literature review related to the
effectiveness of microfinance in India and its ability to lift the extreme poor out of poverty.
Chapter three will provide a summary analysis for the literature review and is organized into
five sections including: 1) introduction, 2) a synthesis and analysis of the literature, 3)
researchable questions, 4) conclusions, and 5) recommendations.

The literature reviewed in chapter two concerned the microfinance institutional model,
practices, vulnerability, financial inclusion, empowerment of women, social capital, as well as
case studies. This summary analysis will provide a basis for researchable questions,
conclusions, and recommendations for related research falling under the topic of microfinance
in India. This chapter will highlight areas in which microfinance organizations can improve their
impact and service to the poor by following the recommendations at the end of the chapter.

Synthesis and Analysis

A review of the literature has created important considerations for the advancement of
microfinance as a tool for changing poverty situations of clients. The majority of research rests
upon case studies which are qualitative in nature. Case studies allow for probing and depth in
questions to determine how microfinance profits are employed. The short fall in these case
studies is the lack of standardized questions and lack of knowledge as to the skill of the
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interviewer. Care was taken to use studies from all geographic regions. Emphasis is given to
the most current studies available to reflect the learning curve for best practices. Comparisons
of the case studies looked for themes, patterns or categories of responses.
Accepting the goal of helping the very poor climb out of the poverty pyramid requires a delivery
model which serves their needs. Does the capitalistic institutional model (banking) with its
primary profit motive serve the poor? The loan practices described in the literature border on
being predatory when delivered by traditional banking institutions and the practices conflict
with the socially responsible image the institutions attempt to po.r tray. Capitalism is a path out
of poverty, yet it can prey on those it portends to assist.

If profit is removed from the microfinance equation and the loan process handed off to
non-government organizations will the results improve? An example is Opportunity
International, Inc. It becomes obvious from the literature that merely processing a loan will not
eliminate poverty. The poor often lack the necessary skill sets that lead to successful
microenterprises. Successful microfinance is a long term process which involves teaching basic
business skills, interpersonal skills for effective group involvement, life skills, respect for gender
rights, and understanding banking principles for self-help savings groups. Excellent role models
and mentors can fulfill these functions. First and foremost, these help-mates must have a heart
for the pear's plight and a willingness to serve them. This is a role that properly trained
nationals can meet.

In the realm of microfinance the vulnerable are women and their children as well as
orphans, especially those impacted by HIV. Their risks are associated with poverty, geographic

54

location, social isolation, and marginalization, limited access to services, poor governance and
exposure to natural disasters. Microfinance can benefit them through economic strengthening
and self-help groups can provide social protection. However, national welfare systems need to
provide more assistance. The poor need improved formal education, better nutrition, access to
preventative healthcare, and safe and secure environments, all of which involve money. Selfhelp savings groups can be part of this solution. The goal should be to keep their children in
school, improve their money management skills, and increase their confidence, self-esteem and
create a sense of empowerment.

The poor need financial products that are well suited to their needs and are delivered
responsibly. They will save, borrow and make payments their entire life. Financial products
need to be accessible, affordable, and suitable to reach the most excluded populations.
Financial inclusion delivers the aforementioned and in a manner that dignifies clients.

Microfinance savings groups provide a means to save for children's education provide
enhanced nutrition and protect clients from economic shock. They also provide a means to
build social capital and trust amongst community members. It is a way to influence the next
generation by teaching financial management skills, the value of saving and provide a sense of
membership. Children and orphans can be taught the art of prioritization, time management
and the value of consistency and determination.

Poor women's empowerment strategies depend on their existing poverty level. Very poor
women subsistence producers need a large enough microfinance loan as well as business
training and mentoring on a regular basis. These tasks are difficult to accomplish as the very
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poor often live in communities with few resources, frail institutions and weak delivery systems.
There are very few interventions that work for all women and across all socioeconomic groups.
Credit is often not enough to lift the very poor from the bottom of the economic pyramid.

Poor women need cell phones for financial transactions and market information. They
need consulting services and technical advice. Women farmers need land titling and
registration help to avoid the cultural influences of patriarchal societies. In some cases the very
poor would benefit from subsidies and government transfer payments. To repeat,
microfinance is not a one size that fits all, but rather modified programs to meet client needs.
Training programs need to be designed with women's constraints being paramount. Minor
adjustments in class schedules and locations could significantly increase retention and
effectiveness.

There appears to be a sizeable void in t he literature regarding the characteristics of
successful micro-entrepreneurs. Building profiles ofthese women would be essential to
understanding their needs and would aid in developing training programs for clients. Attention
should be devoted to motivation, personality type and specific country circumstances. Again,
the temptation is for cookie-cutter training solutions from a cost-benefit standpoint, but
programs need to be tailored to women's needs.

By most estimates well over one billion people live below the extreme poverty line. Most
live in countries where no safety net is provided by governments, and wage work is not
available. These people populations are difficult to serve because they tend to be
geographically and socially isolated. They live a subsistence existence with a continual need to
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increase food for family consumption. Their children suffer from malnutrition causing stunted
growth and reduced IQ. The cycle of subsistence living m ust be broken by teaching sustainable
food growing practices, such as employed by the Food Resource Bank. The next progression is
to teach life skills, savings programs as a means of managing risk, and business skills that teach
entrepreneurship. Teaching skills is critical as the extreme poor lack formal education and have
very limited prospects. The objective is self sustainment to avoid reliance on charitable
organizations or family networks who are often in the same economic scenario. Typically the
poor move from one food crisis to another within very short time horizons. Any of these shocks
can cause a family to become destitute and bankrupt a family as it attempts to climb out of
extreme poverty. Social protections such as small cash stipends or foodstuffs can bridge a
calamity. Savings plans through self-help groups instill financial discipline and can mitigate the
effects of economic shocks.

Researchable Questions

A controversy has developed in recent years concerning the effectiveness of microfinance
as a vehicle to increase the net financial worth of its participants. Measurement of success is
more than an examination of bank accounts, but also involves the application of funds to
improve living conditions of the poor in India. Have profits been used for home repairs, family
education, and improved access to healthcare and sanitation as well as water quality? In
communities where microfinance is practiced have there been efforts to pool financial
resources for village wells and sanitation stations? Case studies probing these areas will
enlighten the reader for these answers. Long term studies should be considered to view the
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generational impacts of microfinance. Have children of successful m icrofinance participants
graduated from high school and initiated successful careers following their positive role model?
Has access to affordable healthcare and preventative medicine increased longevity in first
generation and succeeding generations? Assuming increasing net worth for a generation, has
microfinance led to caste advancement and social improvements? Finally, in countries, states
or regions where comprehensive microfinance is practiced, has gross domestic product
increased and measurable standards of living? What role does infrastructure, transportation
and paved roads, have in improving opportunities in microfinance?

Empowerment implies the control of one's destiny and to think and behave in an
autonomous ways. Self-help groups provide economic sounding boards for the poor to
challenge their business ideas. Surveys results confirm a team aspect and the building of social
skills as a product of participation. Education is critical to individual and group success and
certain NGO's fill this need by their availability at the village level. The Indian government
mandates commerce training in public schools, but is probably not sufficient. Education access
is an issue for village poor. Unfortunately, there is not enough NGO staff available to meet
education needs for microfinance to be successful. ls the Indian government deferring their
education and social welfare responsibility to NGO groups? Based on standardized Indian test
scores, how do marginalized rural poor students compare to metropolitan students? Assuming
differentials in test scores, is it necessary to employ different teaching techniques to improve
learning experiences of the poor?
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There is little evidence that gender equality is improving because of microfinance. Women
still labor in servitude because of millennia of cultural norms. It is interesting that for
professional women change is happening and western standards are being adopted. The
average person does not benefit from this shift in values mainly because of the caste system. It
is illegal in India to discriminate because of caste, but it happens daily as it does in United
States. Legislation alone cannot prevent discrimination which may be the largest impediment
to empowering the poor. Is the caste system a tool for government to control its population?
The poor still have little political voice in government and are often forgotten until the next
election. Gender equality in India is crucial, but is the differences in land ownership and rights?
How do education levels compare by sex? Are means test scores different in mathematics and
reading by sex? What is the prevalence of domestic violence in rural India related to
microfinance? Does equal pay between sexes exist in rural India? How has mobile banking
improved access to credit for women and how many own cell phones to use in the process of
banking? How has microfinance grown as a result of successful self-help groups?

More research is needed to determine best practices in microfinance to establish
benchmarks for the government and NGO entities to utilize. India suffers at times like many
developing economies, therefore needs banking reforms that assure consistent capital flows for
microfinance. Best practice studies should be used in education and goals set for literacy.
Infrastructure needs substantial improvement for this country's economy to develop and
provide opportunities for poor women to market their products. Microfinance has a successful
start, but needs to evolve to meet the needs of the people.
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Conclusions

Academic research the last few decades found some positive benefits to microfinance. The
evaluation has focused solely on economic benefits and did not include the full range of
positive changes such as increased education for children, empowerment for women, better
nutrition and improved housing for families. Microloans received and paid back does not
necessarily equate to success. Microfinance benefits do not always go to the participants, but
sometimes to the investors that underwrite the loans. The analysis of economic and social
benefits of microfinance should consider program objectives that are clear stated prior to
implementation. There should also be simple and cost effective ways to measure outcomes
that relate to positive change for participants. Last, the data collected should be used to
improve the programs and the benefits sought. There needs to be a double bottom line, both
financial and social performance, to ayoid mission drift and unethical behavior towards clients.

Lessons learned for entrepreneurship is that capital alone, as a microloan, is not enough to
guarantee success. The characteristics of successful entrepreneurs are difficult to quantify and
apply to a model. Some of the poor th rive in self-help groups, while others benefit from
individual loans. Regardless, success is directly related to business training and multiple years
of technical follow-up from competent advisors.

Savings vehicles do increase women's business earnings as they do use personal savings to
invest in their micro-businesses. The advent of cell phones has made financial services less
costly and more deliverable, and they provide access to market information for rural
entrepreneurs. Mobile money services allow private conducting of financial transactions,
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receive reminders to save and obtain information on prices in real time without having to travel
long distances. Mobile banking encourages keeping money in the business rather than
spending on household use or diverting it to relatives. Autonomy is important to profits and
allows skirting of secondary issues.

Rural farming micro-enterprises thrive better when land is owned rather than rented.
Women tend to perform better when land ownership is titled to them as opposed to a spouse.
However, this is subject to cultural contexts. Cooperatives can help overcome access to market
issues and aid in meeting demands of agriculture supply chains.

Due to the physical and psychological make-up of individuals, outcomes will vary depending
on the participant. Social interventions such as child care or food stipends can improve
microfinance results. Few interventions exist that work for all participants because of varying
conditions. While it may be desirable to have cookie-cutter solutions that are transferable and
replicable, the reality is most solutions need to be adapted to particular types of peopte·and are
culture dependent.

My view is the poor benefit from microfinance and the aid it provides. The plethora of
organizations involved in the plight of the poor is just short of remarkable. While intentions are
not always pure, the opportunity to rise out of the bottom of the economic pyramid is
available. Mankind needs to serve its brothers and sisters. Accompanying life skill coaching
allows teaching population and pollution control on this overcrowded planet. India with one
thousand residents per square mile is an example of overcrowding. The poor need a chance
and microfinance is the opportunity.
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Recommendations

Microfinance will be introduced in the Northeastern states of Manipur, Mizoram, Tripura
and Assam of India. The states of Nagaland, Arunachal Pradesh and Meghalaya will be added
later. I am President of Northeast India Christian Endeavor, Incorporated, a 501 (c) (3)
nonprofit which financially supports North East India Baptist Bible College and Seminary (80
students), Grace English and High School (900 students), and outreaches to the state
universities in Assam. We are currently fundraising to build Grace Junior College on the campus
of Grace High School. The graduates of these institutions will be the enablers of microfinance
as nationals, thereby, circumventing cultural and language issues imposed on foreigners. Skill
sets for implementation and maintenance of microfinance will be taught in the Bible College
and junior college. This will provide a much needed income stream for our graduate pastors
and Christian education leaders. There will be no profit objective with breakeven operations
being considered successful. For the program to maintain strategic clarity throughout its
implementation, it is important, at the outset of the program, to identify criteria for program
success and to establish interim and end goals for program participants.

Planning

The planning process would start by identifying the extreme poor within a geographic
setting. Depending on the location, the Indian government may have pre-existing databases to
use, or a household means test can be developed. The next step would be a site visit to assess
the living conditions of the target participants and explore the economic potential and the
barriers they face. This includes examining market opportunities and the type of livelihoods
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that could be supported. It is then possible to determine the amount, type and duration of
assistance needed as well as the necessary budget and timelines.

The plan needs to consider population density and demographic detail. Geographic terrain
and susceptibility to draught, earthquakes and pollution merits consideration. Some other
considerations are the vitality of local markets, cost of travel to markets, road conditions,
weather conditions, and transportation availability and how they mesh with the skills of the
participants. Political instability Is an issue along with local power structures and ethnic
conflicts. It will be necessary to evaluate local financial services as well as health care
availability and its physical distance, cost and quality. Health care expenses can cause a family
to sell its assets or deplete its savings. A lack of potable water is a health risk, but can be
mitigated by training about safe drinking water management.

Planning should include analysis of the need to establish implementing partnerships. For
instance, does the government provide social protection services such as cash stipends, food
support or healthcare services? These services may be provided by an NGO or the microfinance
implementer. The need for a financial services provider is paramount, with emphasis on
providing savings services, financial literacy training and eventually credit and insurance plans.
The financial services provider needs to be committed to a social mission and not driven by the
need of normal banking profits. Self-help groups can meet t he banking functions in lieu of
formal banking institutions. A partner may be needed to assess appropriate self-employment
opportunities, deliver the required assets and provide technical skills training and life skills
coaching.
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Depending on the availability of partnerships, local staff will need to be hired and trained .
These staff members need the right cultural and geographical fit. They need to be able to help
participants develop knowledge and confidence in financial planning and management. Beyond
technical skills, staff needs to have strong interpersonal skills to motivate and coach
participants. Staff needs to be thoughtful mentors to empower participants and help boost
their self-confidence. The staff must respect the participants; understand the need for
microfinance, sensitivity to community needs and how to communicate with very poor
households.

The planning process needs to have an established termination target. Typically, it takes
from 24 to 36 months for participants to achieve financial autonomy. Allowances need to be
made for participants still struggling for independence by providing some type of social
protection. Indicators _
need to be established for success other than sustainable food supply.
Metrics such as children attending school, acceptable housing, malnutrition elimination, basic
hygiene, potable drinking water and access to healthcare should be employed. Improvements
in children's rights and employment, underage marriages and political voice could also be used.

A most important aspect of planning is the financial model used. Given that Northeast India
Christian Endeavor is a 501 (c) (3) nonprofit, the first priority would be tax deductible gifts given
through this corporation. These investors have no expectation of return on investment other
than helping the extreme poor at the bottom of the pyramid. The second priority would be
grants from private foundations with an interest in the poor of India. The University of
Northern Iowa database has revealed more than one hundred possibilities of foundations with
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specific interest in India. Many are closed to new funding, but there are ten worth pursuit. The
last priority is angel investor networks whose interest in social cause tempers their need for
return on investment, although some return is expected.

Implementation

Food insecurity is a great stressor for the extreme poor. The lack of basic nutrition can
cause poor decision making and force borrowing rupees at usury rates which compounds the
depth of a household's economic pit. As previously mentioned, a government or NGO can fulfill
the food safety net need either with cash or in-kind support. The type of support decision will
be driven by the implementer's capability of warehouse food stuffs and deliver them to the
needy households. Another variable is the cost of needed food and an economy of scale
related to central purchasing. The other alternative is to provide the poor household with cash
to make their own purchases. Cash increases the risk that the support will not be used for the
intended purpose, therefore, should be used only with households who have completed
budgeting and financial literacy training. The amount of support should be just enough to meet
the current crisis need so as not to create a dependency on the provider. It should also be
related to the number of dependents in the household.

Savings will be an important component for climbing out of the bottom of the economic
pyramid. It cushions against economic shocks and the aforementioned safety nets.
Participants should be encouraged to start saving immediately. Cell phone technology enables
participants to make electronic transfers and even check market prices for their production.
Electronic banking will only work after confidence is built in a banking system which may take
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considerable time. Banking through a self-help group may be a better alternative as
participants typically are familiar with each other. Participants must be taught financial literacy
including household budgeting, loan repayment schedules, debt management and small
business financial principles. The poor must also be taught the value of business growth and
investment.

A decision will need to be made on whether savings should be voluntary or mandatory.
Given different predispositions of participants it would be preferable to make some form of
savings mandatory from the outset. After participants recognize the benefits of saving plans
they can become voluntary. It should be remembered that savings plans provide the "seed" for
new participants and enable self-help groups to be self perpetuating. Self-help groups,
following adequate financial training, should become autonomous by choosing their own
leaders, and establish compulsory savings rates, interest rates, and lending norms. Lending by
these groups should only occur after satisfactory experience is gained by participants in their
micro-business. There is value in these groups by providing social networks and peer counsel.

Another type of savings plan can be fash ioned after the cooperative concept. In-ki nd
savings for agricultural participants can store crops such as rice and involve multiple villages.
Using partial harvest can create a reserve of grain that can be used in case of draught, sickness
or other needs. Grain could be borrowed and later repaid with interest.

Before engaging the savings element an assessment should be made of participants and
their experience capacity and interest. An analysis of potential markets, infrastructure
availability and value chains is also necessary. It is paramount that the implementer
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understands the poor's needs and abilities. They may lack entrepreneurial instincts or
marketable skills. Consequently, it may be better to start by emphasizing livelihoods that the
poor are most comfortable engaging in. Marketplaces may be too distant and transportation
too costly. The key is to listen to potential participants and develop programs around their
comfort levels, at least initially.

The vocational goal for the poor should be to capture their interests and skill sets and
translate them into a sustainable livelihood. They need to stay close to their comfort zone
which typically is their village. Initial asset investment should be significant enough to allow for
growth, for example, a male and female goat will not start a herd should disease or fertility
issues develop. At least two mating pairs should be used initially. Cattle are relatively easy to
manage while chickens and goats require vaccination for disease prevention and are
susceptible to weather. It is advisable for poor entrepreneurs to maintain current livelihoods
while embarking on a new venture such as animal husbandry. Feeding livestock and selling the
fruits of labor may require support of the immediate family given all the other family
responsibilities needed. Based on research, programs that focus on women should clearly
communicate to families, especially men ofthe household, that the woman owns the assets
and lead the effort, even if the whole family unit participates in the endeavor. Consideration
should be given to the by-products of animal husbandry, such as using animal dung for fuel or
fertilizer, and their ability to enhance income. Participants should be given some very basic
veterinary training to care for their animals. Allowances may be necessary for disease that may
disrupt a herd, and make replacements necessary.
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Implementers must understand value chains and end markets to direct participants to
promising livelihoods. Investment in the individual participants needs to be at a level that
makes success probable. Bottlenecks and opportunities must be anticipated. An end goal
should be anticipated for participants, such as three years, and the amount of initial assets and
training necessary to reach the end goal. The right amount of initial investment is critical.

The extreme poor will benefit from technical skill training. The training could center on
animal husbandry, basic business skills, financial literacy and inventory management. The
training should focus on best practices, but should have a foundation based in local culture and
norms. Shorter training sessions that focus on retention is preferable, but should have an
emphasis on hands-on applications. Obviously the small entrepreneur should receive training,
but family members should be considered as well if they will assist in operating the microbusiness. The trainers need the requisite technical skills and personal attributes that favor the
poor. Attributes should include empathy for the poor and excellent listening skills. The source
for trainers can be external, but would be more effective by using peer groups. Basic training is
necessary to start a small business; however, participants will require on-going mentoring and
coaching to be successful.

life skills coaching is a necessary component for success and is beneficial the first year or
two. The coaching needs to foster self-confidence and encourage necessary behavior change.
It can reinforce basic business skills and prior education. The coach can assess progress made
by the participants and recommend touch-up training where needed. They can also provide
business planning advice, promote health and nutrition, and address other issues such as
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personal hygiene, safe drinking water, immunizations, family planning, and children's
education. The coach can help with establishing personal goals, both long and short term.
Social networks can be facilitated by life skill coaches. Not all participants will learn at the same
rate, so more successful village participants could mentor slower learners. Peer to peer
coaching seems beneficial with appropriate role models within self-help groups.

Results

Benchmarks need to be established to gauge the success of participants. A baseline, based
on a starting point will allow the observer to refine performance targets and make necessary
changes. Measures such as a stabilized income increase in household assets and improvement
in savings rates are examples. Other measures can be stipend use, food consumption, health
status of the family members and number of children attending school. Expected outcomes
would be having enough to eat on a consistent basis, net worth improvement, stable savings
and women' s participation in household decision making. Slippage in any of the benchmarks
may require additional coaching and can be expected with some of the poor.

Diagnostics

A risk is to prematurely declare success of participants as the goal is to become self
sustaining over the Jong term. Coaches and mentors need to observe resilience ofthe poor to
reduce the probability of falling back into poverty. The cycle of observation may take two to
three years. Again, drawing a baseline from current economic circumstances and having
participants visualize life in three years can help measure progress. The poor may need help
with their Jong term vision considering their past circumstances.
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Determinates of success need to be meaningful and measurable and the criteria needs to
be ambitious, yet achievable. Measures linked to quantitative economic improvement are
easily defined and measured, but qualitative goals such as increased self esteem are harder to
weigh. Local context also plays a role in benchmarks. Not all diagnostics need carry the same
weight in determining success. External variables need allowances such as the distance to
healthcare providers and school, and the infrastructure in place.

There is always the possibility of the poor falling back into poverty and the risk must be
managed. Different strengths, abilities, weaknesses and threats influence participants. The
poor may require more social protection such as government programs to maintain success.
Village support from peers through self-help groups can be a long term aid. Health crisis can
force the poor to sell assets and fall back into poverty, therefore health insurance products can
protect from this devastation. Other insurance products such as earthquake or draught
protection can mitigate against major environmental shocks. These insurance products are
being developed by governments and the private sector.
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